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SECTION I. MARKET SUMMARY

In 2001, Latvia' s GDP grew by 7.7 percent, which was the greatest growth among countriesin the Baltic
region. However, the per capita GDP of US$ 3,210 was till severa times|ower than the average for EU
countries. Stringent monetary policy fostered low inflation and provided for macroeconomic stability.

The hotel/restaurant trade has rapidly developed in Latviaover the past five years, accounting for a1.2%
ghare of the GDPin 2000. Fastfood restanrants and mternational suisines have gamed asoeptanse among
Latvian sonsumers and essentialy changed the profile of the restaurant business. The younger population
is the engine behind the successful introduction of the new ethnic cuisnes. Touriem is the key market driver
for the whole hotel-restavrant sestor. In 2001, about 2.1 million tourigts visted Laivia.

Food catering has increased by 60 percent over the last 5 years, and sales amounted to US$177 million
in 2000 (incl. acoholic beverages and tobacco). Imported foods accounted for about 25 percent of total
food service turnover in 2000, up from 10 percent in 1994. Domestic production capabilities meet the
mgority of demand for basic food products while imported foods add to the variety.

Table Sdesby type of food catering establishment, US$ Mil

1996 1997 1998 1999 | 2000
Totd saes of food catering establishments 111 114 135 163 177
Hotels and resorts 5.7 7.7 8.5 85 8.2
Restaurants and bars 83.6 856 104 132 146
Indtitutional catering 21 20.5 22.3 22.6 22.8

SECTOR STRENGTHSAND MARKET OPPORTUNITIES

Advantages Chdllenges

The generd image of U.S. productsis pogitive. U.S. products face tough competition domestic
They are considered to be safe and of good producers and increasing imports from European
qudity. Businesses are receptiveto U.S. countries and Bdtic FTA neighbours

companies.

The growing HRI sector islooking for qudity Latviadoneisasandl target market for US

processed food imports. products.
Purchasing power of the population ontherise. | U.S. exports face MFN duty rates compared to
Consumers demand greater diversity and preferentid tariffs and zero rates for exports from
convenience of catering. the EU and FTA partners.

Customer Profile
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In 2001, there were 2.35 million inhabitants in Latvia, a decline by amost 8 percent since 1990, due to
negdtive birth rates and emigration. The mgjority of the population is concentrated in the large cities.
Consumer preferences differ sgnificantly among various income, age and ethnic groups.  Preferences for
fast food restaurants, internationa and oriental cuisines and out-of-home dining are strong among the
younger population, but a sgnificant number of consumers remain at "the tasting level." In generd,
consumer demand remains very price sengtive, but there is an increasing number of western-oriented
customers and tourists who prefer to eat & modern restaurants with an extensve menu. A growing
numbers of office employees edt their lunch at salf service restaurants and fast- food establishments. Some
food service companies offer catering and prepared ready-to-eat meals delivered directly to the offices.

Consumer prices rose 2.5 percent in 2001, and purchasing power increased by 4.2 percent over the
previous year's leve, dlowing for further consumption growth. Incomeincreases are skewed, however,
with benefits going mainly to the urbar/suburban populace. In 2001, the officid unemployment rate
dropped to 7.7 percent of the totd labor force. In 2001, the average monthly income per household
member was US$ 110, up by 7 percent from 2000, but till very low. On average, 37 percent of the
Latvians expenditureison food. Estimates show that eating out accounts for 13 percent of their total food
dollar.

Of the 1.1 million people employed, women account for 43 percent. This contributes to the increased
demand for medls consumed away from home. However, of the 2.35 million population, 21 percent is
retired and average pensions are too low to allow much variety in food purchases. Nearly 30 percent of
the population livesin rura areas. In many rurd households, home made meds are preferred and farming
provides staples, mainly due to limited incomes.

SECTION II. ROAD MAP FOR MARKET ENTRY

A. ENTRY STRATEGY

The HRI industry in Latviaisrdatively amdl. A peniralized supply system for hotels and restanrants does
not exict despite efforts made by the Hotel and Rectavrant Accontation to oreate one. The Strategy for U.S.
exporters targeting the HRI sector would be to connect with

importers'wholesalers and offer products to companies that are servising the sester. Market entry
grategies for U.S. food products should include:

1) Market research in order to assess product opportunities.

2) Advance cdculation of the landed cost of a product in order to make price comparisons vis-a-vis
competitors.

3) Locating an experienced didtributor or independent reliable agent with strategic ditribution channels,
to adviseonimport duties, sanitary regulations, and labeling requirements. It isadvisableto initiate persond
contact in order to discuss marketing matters such as funding for advertiang, dotting dlowance, in-store
promotions and tasting events.  Suppliers may aso want to consider trade fair participation to raise
awareness of the offered product.

U.S. productstraditionally have low consumer avarenessin Latvia. Severd condraints have contributed
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to the small market presence of U.S. foods:

-- Trade terms for U.S. companies tend to require advance payment of up to two months.

-- An averson to the assumption of exchange rate risks.

-- Minimum quantities offered have often been too large for the smadl Latvian market.

-- A perception that perssts among Latvian importers that landed costs of U.S. products will be higher
compared to European products due to higher transportation costs.

-- A perception that U.S. exporters are Smply too far away to service the Latvian market.

-- Latvian importers and buyers have not been exposed enough to U.S. processed food products.

B. MARKET STRUCTURE, DISTRIBUTION

Catering enterprises source products from Latvian wholesalers and food processors. It may be adwvisable
to explore the needs of a speoific restavrant or fast food chain, sinse imported food volime for the satering
seotor is quite small. \When availablelocdly, fruitsand vegetablesare sourced directly fromfarmers. Some
wholesders have cash and carry type wholesde operations, while others combine wholesde with HRI
sector supplies. Nowholesd er undertakesnation-widedistribution or carriesacompl eterangeof products.
A number of smdler importers have specidized by specific type of product. One digtributor/logistics
company supplies localy produced and imported products according to pre-assigned orders or
agreements. Fish, seafood, fruits and vegetables, wines, beverages, frozen foods are supplied in generd
by specidized agents. Most dl mgor restaurants and hotels are supplied by a company called Reston,
which offers brand products and specidty foods. Given the relatively smal consumer base in the three
Bdltic countries (which have the combined population of about 8 million), pan-Bdtic wholesders with
centraized digtribution schemes are likely to emerge. This will help to achieve the economies of scae
needed to make U.S. food imports viable.

C. SUB-SECTOR PROFILES

1. RESTAURANTS

In 2000, sales by restaurants and bars accounted for 82 percent of the food service market, totaling
US$146 million. Restaurants and bars saes have increased by 75 percent over the past five years, and
further growth is expected. Restanrants mostly sater to high/middle insome proups, a growing expatriate
sommunity, and the moreasing smbers of tourists and visting businessmen Currently, only a few
restaurant chains are present.

Fast food outlets and restaurants featuring internationa  cuisines have changed the profile of the food
service market and have gained popularity among the Latvians.  The younger population and tourists are
the engines behind the success of ethnic cuisnes. The mgority of the consumers, however, remain a the
"tadting leve."

The number of restaurants, canteensand cafesin Latviatotaled 4,065 in 2000. About 500 outlets opened
in 2000, adding to the dready fierce competition in the family restaurant and café segment, especidly inthe
downtown area of Riga.
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Basic products, such asmedt, fish, dairy and bakery products arelargely sourced from domestic suppliers.
Imported products must be competitively priced, of high and consstent quality, and logistics is more
relidble. Imported products dominate in fish and seafood, fats and oils, frozen products, wines and
acoholic beverages, soft drinks, and fresh fruits. Inthe summer and thefdl, domestic fruitsand vegetables
arepreferred. Imported fruitsand vegetablesare required during thewinter, sincedomestic storing facilities
cannot guarantee consstent product quality. Best prospects for an increased presence of U.S.food
products in this sector include rice, wines, white mest, snacks, spices and dried fruits and nuts.

Table: Profiles of largest restaurants

Company Name Sales 2000, | Outlet Name, Type & Location | Purchasng Agent Type
USMil Number of Outlets
Lido 31 Lido, 8 Riga domestic processors
restaurants own processing line
and wholesders
Skonto 1.3 Restaurant Riga domestic processors
and wholesders
Divi las 0.9 Restaurant Riga domestic processors
and wholesders
Zilas putns 0.6 Restaurant Riga domestic processors
and wholesders
Vincents 0.8 Restaurant Riga domestic processors
and wholesders
Angpeteri 0.7 6 Regtaurants Riga domestic processors
and wholesders

Finedining

A la carte and gourmet restaurants are popular among expatriates and tourigts, as well as citizens with
higher incomes. Among these upscae establishments are: Skonto Zivju Restorans, Pyramid at Park
Hotel Ridzene, Otto Schwarz a Hotel De Riga, Palete, Black Monks, Vincents, Columbine, Diplomat
and Charlestons.

International cuisines

Various restaurants featuring ethnic cuisines have opened in the Latvian food market over the past decade.
One can enjoy Chinese/Asan meds (Casablanka, Hanoja, Orients, Saigon, Shanghai, Soraksans),
Indian (Bollywood Chutney, Sue’ sindian Raja), Itdian(Da Sergio, Giuditta, Mamma Mia, Talavera),
Japanese (Sumo, Sumosan), Jewish (Shalom), Russian (Savic, Traktier, Pelmeni XL), Tha (Sue Ka
Thai), Caucasian (Aragats), and American (Ai Karamba).
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Self—service

A family-style menu is offered a Lido, a Lavian-owned self—service restaurant chain of eight outlets of
different Szes. Lido targets cusomerswho prefer traditiona Latvian food. These restaurants use mainly
domedtic products and they import only about 10 percent of their raw materid, mainly frozen fish and
seafood. Lido aso owns meeat and fish processing lines that prepare ready-made-mesls for its own
catering establishments and some retail outlets, including afew stores which are owned by Lido. Lido's
total business turnover was dightly over US$ 19.8 million in 2000. This was a result of successful
expansion and growing popularity over a 6-7 year period. Severd sdlf-sevice vegetarian restaurants,
Kirbis Vegetarian Buffett and Rama offer an array of vegetarian dishes, and a wide variety of cheeses
and breads.

Table Fast Food and Sdlf-Service Restaurants

Company Name | Sdles 2000, | Outlet Name, Type& | Location Purchasing Agent
USHMIl Number of Outlets Type
Mc Dondds 52 6 outlets Riga Agent "Bdtic
Didribution”, Ltd
LKCS Turiba 4.4 24 outlets Nationwide | Direct suppliesfrom
domestic processors,
and wholesders
Later Ltd, fast 2 Lulu Pica, 4 outlets Riga Direct supplies from
food/ddivery domestic processors,
sarvice and wholesders
Loo 0.2 Lolo Pizzeria Riga Direct supplies from
domestic processors,
and wholesders
Manhattan Pizza | 0.1 Home/Office ddivery | Riga Direct supplies from
domestic processors,
and wholesders
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Fast Food

In 1995, McDonalds opened itsfirst restaurant in the middle of old town Riga. Currently, there are Six
outlets located dong the mgor highways in the outskirts of Riga. McDonalds plans to open five more
outlets within the next two years. McDonalds Latvian outlets offer only a basic menu. Ice-cream,
tomatoes and cucumbers are supplied by Latvian. All pre-processed meat products are imported
(currently from Poland,) since domestic processors cannot supply the products of the required quality.
Other fast food restaurants offer pizza, hamburgers, hot dogs, croissants, buns, and pancakes. Among
popular entries are Pizza Jazz (Lithuania), Sr Pizza (American), American Fried Chicken (joint venture
withU.S. investment), Wilhelm' s Pancakes, and Mother-in Law' s Buns. The most recent player onthe
Latvian fast food market isthe largest Lithuanian pizzachan, Cili Pizza, with itsfirg outlet in the Latvian

port city Liepga.

Delivery service

Only a few companies offer home/office ddliveries, ance there is not yet a sgnificant demand for this
sarvice. Theddivery salesby Lido are on the rise aswell as sdles of their menu entries. Pica Lulu isthe
leader in pizza ddivery in Riga Pica Lulu accepts orders online and ddivers within the Riga city limits.
Jautrais Maiznieksand Ai Karamba offer delivery service.

2.HOTELSAND RESORTS

The Latvian hotel business has expanded rapidly over the past 3 years. As of mid 2001, the Hotel

Restaurant Association had issued certificates of conformity to their standards to 77 hotels, 36 guest
houses, 9 resorts and 4 motels. The mgority of the larger hotels are located in Riga, the capitd. These
hotels feature mainly European or ethnic Latvian cuisne. Among the top hotels are Radisson, Eurolink,
Riga, Park Hotel Ridzene, Metropole, De Rome, Man-Tess, Amrita, Ainavas, and Guttenberg. Only a
few hotes belong to internationd chains, Latvia Hotd, atourist class hotel which opened in the summer of
2001, isa part of the Reval Hotelligroup AS network in the Baltics, owned by Linstow Internationd AS
(Norway). Other chain hotels are Maritim Park Hotdl, owned by the German Maritim hotd chain, Grand

Palace of Consul Hotels Group, and Radisson/SAS/Daugava Hotel.  The average hotel occupancy rate
ranges from 55-60 percent. The imported share of the hotels food purchase was estimated to be
gpproximately 15 percent in 2000, down from 20 percent in the late nineties. Reaton Ltd., aLavian HRI

wholesder, suppliesthe mgor hotelswith dmost al basic food preparations, branded, and specidty food
products. Localy grown products are sourced from wholesalersand directly from processors. Meat and

dairy productsare sourced fromthelarge processors such as Rigas Miesnieks and Rigas PienaK ombinats.

Fish products are supplied by domestic fisheries, and imported fish and seefood is sourced through agent

companies and importers of frozen foods. 1n season, fresh vegetables and produce are usudly sourced
directly from farmers. Wines are sourced from loca importerdagents. A centradized supply system for
hotels and restaurants does not exist.

Table Hotd catering profiles
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Company Name Food Number of Location Purchasing
Sdes outlets Agent Type
2000,
US$Mil
Radisson/SAY 1.8 3 restaurants, Riga Wholesders
Daugava Hotel bar
Hotedl De Rome 1.3 2 restaurants, Riga Wholesders
bar
Riga 1 3 restaurants, Riga Wholesders
bar
Metropole 0.8 Restaurant Riga Wholesalers
Konventa Seta 0.5 Restaurant Riga Wholesders
Mann-Tess 0.3 Restaurant Riga Wholesders
Ridzene 0.2 Restaurant Riga Wholesders
Anmrita 0.2 Regtaurant Liepga Wholesders
Latvia Reval Hotel (under N/A 3restaurants, 2 | Riga N/A
recongruction until mid 2001) bars

Hotel restaurants offer a variety of entries. With the fast development of the restaurant sector, the top
hotels have down-sized menusin order to rationaize supplies and keep prices reasonable. Specia
menu "fortnights' are organized & leading hotels to familiarize loca customer with internationa cuisnes.
For such events, a chef from the featured country may be be brought in to develop anew ala carte
menue during the promotion period. Severd tourist class hotdls feature business lunches et moderate
pricesto attract customers among office workers.

3. Ingtitutional Catering Establishments

The indtitutiond catering establishment sector is the smallest of the three sub-sectors, accounting for 13
percent of total HRI sales. There are no specialized suppliers to this sub-sector. Direct purchases from
locdl food processors and wholesalers are most common.  In general, independent catering companies
sarvicetheinditutiond establishments, and contract food suppliers on an annua bagis after theinditutions
budgets have been alocated by the relevant ministries. Catering costsat schoolsand day care centersare
shared between the parents and the locad municipdities. Few schools till have catering personnd as part
of their gaff.

About 90 percent of food supplies to this sector are of domestic origin. Imports include edible ails,
margarine, pasta, preparations of fruits and vegetables, some sauces, and occasiondly fresh fruits. Food
consumption in this sub sector is stable, and no considerable future growth is predicted. We do not
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recommend that U.S. companies develop a marketing strategy specifically for this sub-sector.
SECTION III. COMPETITION

Chdllenges for U.S. exporters in entering the Latvian market include tariff disadvantages. Due to
preferentid tariff duties and increased TRQsfor agricultura and food products provided by Latvia s uly,
2000 and July 2002 agreements with the European Union, duties for EU imports are gradudly declining
visavisthe MFN ratesgpplied toimportsfromthe U.S.. Under freetrade agreements (FTAS) sgned with
the neighboring Baltic countries, and EFTA and CEFTA countries, productsfrom these FTA partnersare
at an advantage over importsfrom the United States. Asmuch as84 percent of Latvian agricultura export
and 80 percent of the Latvian import trade occurs with EU countries and countrieswith which Latviahas
entered FTAS.

In addition, Latvia has been modifying its sanitary and phytosanitary standards in conjunction with its
preparations for EU accession. Some of these changes have blocked once-existing U.S. trade, especialy
of pork and beef. Latvian consumers are generdly unfamiliar with U.S. products since U.S. exporters of
most product types have paid little atention to this region of the world.

During the past seven years, Latvias agricultura trade balance has run adeficit. 1n 2000, Latvian imports
of consumer-oriented agricultural products totaled US$ 278 million, while the value of exports totaled a
much lower US$ 108 million (not including wood products). The EU leads in exports to Latvia, (47
percent), followed by its Bdtic neighbors - Estonia and Lithuania (25 percent), and Central European
countries (12 percent). The U.S. sharein Latvian agriculturd trade was 2.7 percent, reflecting both the
inability of U.S. products to compete effectively with other suppliers and lack of U.S. supplier interest.

Of total U.S. agriculturd product exports to Latviain 2000, poultry products accounted for 30 percent,
coffee extracts and essencesfor 12 percent, frozen fish for 12 percent, tobacco productsfor 7 percent and
dried fruits and nuts for 7 percent. Other mgjor products included rice 4.5 percent, dcoholic beverages
3.2 percent, fatsand oils 3 percent, pet food 2.3 percent, and wines 2.1 percent. U.S. suppliersdominated
Latvianimports of poultry products (55 percent), a monds (38 percent), corn (35 percent), dried fruits (32
percent), rice (12 percent), and instant coffee (10 percent). For most products, domestic production meets
between 70-90 percent of the demand, and imports are viewed as adding to the variety of foods.

SECTION IV. BEST HIGH VALUE PRODUCT PROSPECTS

There are opportunities for dry, chilled and frozen processed products. Rather unfamiliar to consumers
arelow fat, low sdt, sugar free, and cholesteral free products. We recommend: candies, marshmallows,
snack foods, pasta preparations, muffins, baking chocolate/chips, barbeque foods/sauces, fresh fruits,
vegetables, fish, seafood, and wine. Thereisademand for quaity meat, seafood, fruitsand vegetablesand
various snacks. The popularity of MexicaVU.S. and Itdian restaurants may lead to increased interest in
imports of tortillas, tacos, chili, jaapenos, enchiladas, burritos, nachos.

SECTION V. KEY CONTACTSAND FURTHER INFORMATION
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Latvian Hotel's and Restaurants Association
Cakabb - 523

LV1011

Td: +371 7014131

Fax: +371 7014132

www.dlhotd .Iv

Latsert, Product Conformity Assessment Center (PCAC)
Unijas Street 45/47, 3 rd Floor

RigalLV 1039

Lavia

Tel: +371 7533033

Fax: +371 7533050

latsert@latnet.lv

Latvian Traders Association
Gertrudes Street 36,

Riga V1011

Lavia

Td: +371 7217372

Fax: +371 7821010
www.ltalv

Latvian State Veterinary Service
Republic Sg 2

Riga

LV 1981

Tel: +371 7095230

Fax: +371 7322727

Email: wd@wvd.vitagov.lv

Latvian Food Center

Vademara Street 38
RigaLV1013

Td: +371 7021575, 371 7027 713
Fax: +371 7021 755

Email: orlova@lpc.gov.lv

To include your productsin aregiona Badtic "virtud trade fair", please visit
http://baltic.trade-fair.com

The busness center of the Latvian Development Agency has edtablished a webste
http://Ida.gov.Iv/eksports/bizness to hep matching of trade interests. Y our cooperation and investment
proposals can be sent to invest@lda.gov.lv , or to fax: +371 782 0458.
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For generd questions about product import into Latvia, please contact:

Foreign Agriculturd Service, USDA
American Embassy

RanaBlvd. 7

RigalLV1510

Lavia

Tel: +371 7036212, 371 7036200

Fax: +371 7227390, 371 7820047

E mal: agriga@apollo.lv

For moreinformation on exporting U.S. agricultura productsto other countriesinthe Nordic/Bdtic region,
please vidt the Foreign Agricultura Service home page: www.fas.usda.gov and the FAS/Stockholm
regiona headquarters office at www.usemb.se/Agriculture
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